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Separate Affiliate Requirements of Section                   )
64.1903 of the Commission�s Rules                              )

COMMENTS

The Coalition of Incumbent Independent Local Exchange Carriers

(�Coalition�), by its attorney, hereby submits these comments in response to the

Commission�s �Further Notice of Proposed Rulemaking� herein.1

For the reasons set forth herein, the Coalition urges the Commission to

eliminate the �separate affiliate requirement� and related regulations applicable to

Coalition members and to classify them as �non-dominant� in connection with

their furnishing of interstate domestic and international interexchange services on

an in-region basis.  Such action would remove constraints first imposed on their

operations nearly twenty years ago and would serve the public interest, which

mandates that regulatory requirements no longer necessary to protect

                                                
1  FCC 03-111, released May 19, 2003; 68 FR 32007, May 29, 2003 (Further NPRM).  The Coalition
consists of certain companies that furnish long distance services either via separate affiliates or separate
corporate departments consistent with the requirements set forth in Section 64.1903 of the Commission�s
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consumers and competition be eliminated.2

The Coalition takes no position at this time with respect to the nature or

degree of regulation to be accorded the Bell Operating Companies (BOCs) other

than to note that the size, scale and scopr of their operations are significantly

different from those of Coalition members and other independent local exchange

carriers.  In this regard, the Commission should find and conclude that �different

treatment� indeed is warranted for BOC and independent LECs,3 even though it

decided, for administrative efficiencies, to consider the regulatory approaches to

be taken toward both herein.

Current Rule and Rationale

Section 64.1903 of the Commission�s Rules and Regulations established

the conditions pursuant to which Coalition members are allowed to provide long

distance services and remain classified for regulatory purposes as �non-

dominant.� Essentially, Coalition members are required to establish separate

long distance service affiliates that: (1) maintain separate books of account; (2)

do not jointly own transmission or switching facilities with its affiliated exchange

telephone company; and (3) transact with their affiliated exchange telephone

companies at tariff.  If Coalition members only resell long distance services, they

                                                                                                                                                
Rules and Regulations, 47 CFR § 64.1903.  A listing of the carriers comprising the Coalition is contained in
an Attachment to these Comments.
2  Elimination of the current requirements will not result in all incumbent independent local exchange
carriers abandoning the use of separate affiliates to furnish long distance services.  It is anticipated that
many will continue to operate in that vein because they are comfortable doing so for business and
regulatory reasons.
3    See Further NPRM at Para. 3.
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may operate via �separate corporate divisions� rather than via affiliates, provided

they comply with these same three requirements.4

In adopting this rule, the Commission determined, correctly, that local

exchange carriers lacked the ability to raise prices for long distance service by

restricting their output of those services.5  This determination was based on an

analysis of traditional market power factors, including market share, supply and

demand substitutability, cost structure, size and resources.6  The Commission

also recognized the effectively competitive nature of the long distance market

and the fact that several of those competing are large, well-financed

organizations offering long distance services on a nationwide basis.7  The

competitiveness of the long distance market has not changed with the passage

of time.  If anything, that market is even more competitive today, given recent

BOC entry.8

However, the Commission decided then that, to protect against potential

evils in the form of cost misallocations, unlawful discriminations and price

squeezes that could harm local exchange service consumers and competitors

dependent on Coalition members for exchange access services, some level of

                                                
4     See Section 64.1903 (b)(1).
5   Regulatory Treatment of LEC Provision of Interexchange Services Originating in the LEC�s Local
Exchange Area and Policy and Rules Concerning the interstate, Interexchange Marketplace, Second
Report and Order in CC Docket No. 96-149 and Third Report and Order in CC Docket No. 96-61, 12 FCC
Rcd 15,756, 15,763, 15,862-63 (1997) (LEC Reclassification Order).
6    Id. at 15847.
7    See, e.g., In the Matter of Motion of AT&T Corp. to be Reclassified as a Non-Dominant Carrier, Order,
FCC 95-427, rel. October 23, 1995.
8   See �FCC Releases Statistics of the Long Distance Telecommunications Industry Report,� FCC News,
dated May 14, 2003, wherein it is reported that the industry, which is comprised of more than a thousand
players, is characterized by declining rates and increased competition.
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separation was needed between local exchange and long distance service

operations, which resulted in the current rule that has been in effect now for

nearly four years.9  It is time, therefore, to consider its elimination and to allow

Coalition members, if they choose, to offer long distance services in their local

service areas on an integrated basis -- without subjecting them to �dominant

carrier� regulation.10

Emergence of Competition in Local Exchange and Exchange Access
Markets

When the Commission implemented the current rule, it found, and later

affirmed, that �only the emergence of competition in the local exchange and

exchange access markets will eliminate independent LECs� ability and incentive

to engage in anticompetitive activity,�11 thus providing the premise for further

deregulation, and it promised to conduct a future proceeding to determine

whether such emergence justified removal of the current requirements.

The Coalition believes that competition clearly has emerged in these

markets during the past four years and is growing at a rapid pace, so much so

that even AT&T referred recently to the existence of �nascently competitive local

                                                
9   See Regulatory Treatment of LEC Provision of Interexchange Services Originating in the LEC�s Local
Exchange Area and Policy and Rules Concerning the interstate, Interexchange Marketplace, Second Order
on Reconsideration and Memorandum Opinion and Order, 14 FCC Rcd 10,771 (1999) (Second
Reconsideration Order).
10   When Section 64.1903 was first adopted in 1996, the Commission recognized that independent LECs
had been providing long distance services on a separated basis with no substantiated complaints of denial
of access or discrimination for over ten years.  See LEC Reclassification Order at 12 FCC Rcd 15,851.
That excellent performance record has not been diminished during the past seven years.
11   LEC Reclassification Order at 15866; Second Reconsideration Order at 10782.
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exchange markets.�12  Thus, there plainly is competition; the only question that

remains is whether there is sufficient competition to warrant freeing incumbent

independent telephone companies from requirements that tend to increase their

costs and inefficiencies in furnishing long distance services via separate

affiliates.

In 1996, the BOCs provided an overwhelming share of local exchange and

exchange access services in areas where they provided such services �

�approximately 99.1 percent of the market as measured by revenues.�13  Even

assuming a similar percentage amount then applied to incumbent independent

local exchange carriers,14 it is apparent that much has changed.  According to

recent figures depicting competitive developments as of December 31, 2002, the

number of end-user switched access lines provided by �competitive local

exchange carriers�, i.e., non-incumbent local exchange carriers, rose 26 percent

                                                
12  Reply Comments of AT&T, In the Matter of Implementation of the Subscriber Carrier Selection
Changes Provisions of the Telecommunications Act of 1996, CC Docket No. 94-129, June 17, 2003, at 1.
13   LEC Reclassification Order, citing Industry Analysis Division, Telecommunications Industry Revenue:
TRS Worksheet Data, (Com. Car. Bur., Dec. 1996).  It is noteworthy that the then-largest independent
telephone company, GTE Corporation, subsequently was acquired by Verizon, a BOC.
14   Indeed, as indicated above, BOCs and independent LECs should be considered separately, taking into
account previous Commission determinations of the differences between them:

�Independent LECs tend to be more geographically dispersed and their service territories are
largely rural in nature, therefore, they generally serve areas that are less densely populated than
BOC service areas.  In addition, because the service areas of independent LECs tend to be smaller
than the service areas of the BOCs, on average, independent LECs have fewer access lines per
switch than BOCs and provide relatively little interexchange traffic that both originates and
terminates in their region.� LEC Reclassification Order at 15854.

Because of these differences, the Commission decided not to impose Section 272(a) requirements on
independent LECs.  This past dissimilar treatment supports the view that freedoms accorded independent
local telephone companies need not be extended at the same time to BOCs.
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during 2002 and amounted to 13.2 percent of all such access lines in use.15

All this is to say that, since the implementation of the current rule,

significant competitive inroads have been made.  Whether as a result of the

dramatic growth of Competitive Local Exchange Carriers, including cable-

telephony providers, the unique nature of the operating territories of independent

local exchange carriers, or the fact that, at the end of 2002, there were 136

million mobile wireless telephone service subscriptions,16 many of whom are

using their wireless service in lieu of wireline service, it no longer can be found

that independent local exchange carriers possess the ability -- let alone desire --

to subsidize their long distance operations at the expense of their local exchange

and exchange access service customers.17  Accordingly, the Coalition submits

that the emergence and accelerating growth of competition in the local exchange

and exchange access markets warrants allowing incumbent independent local

exchange carriers to furnish long distance services on an integrated basis,

without subjecting them dominant carrier regulation.

Alternative Regulation

If the Commission were to allow incumbent independent local exchange

carriers to furnish long distance service on an integrated basis free of �dominant

                                                
15   FCC News, �Customer Lines Reported by New Entrants Totaled 25 Million at End of 2002 Represents
13% of Total Access Lines,� dated June 12, 2003.  The Commission�s numbers, importantly, disclose an
accelerating growth pattern.
16   Id.
17  As noted by the Commission in the Further NPRM, there are further pressures impacting the ability of
incumbent independent local exchange carriers to take advantage of their local exchange and exchange
access service customers.  For example, the increased use of Internet-based applications such as e-mail and
instant messaging provide still another effective alternative for consumers to communicate.
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carrier� regulation, it could rely on Section 208 complaint proceedings and its

authority to impose fines and forfeitures to address any anti-competitive abuses

that occurred.  And, if abuses were to happen too frequently -- which past history

suggests will not be the case, the Commission could re-impose the separate

affiliate and related requirements or impose �dominant carrier� regulation on

wrongdoers.  These measures would serve well to address any undertakings

harmful to local exchange service or exchange access customers.  However, to

continue with requirements in place that no longer are necessary and result in

increased costs and inefficiencies would be bad public policy.

Conclusion

In view of the foregoing, the Coalition requests that the Commission

consider these Comments in this proceeding.

   Respectfully submitted,

COALITION OF INCUMBENT
INDEPENDENT LOCAL EXCHANGE
CARRIERS

By:     /s/D. J. Elardo                  
Donald J. Elardo
Their Attorney

Kraskin, Lesse & Cosson, LLC
2120 L Street, NW, Suite 520
Washington, DC  20037

(202) 331-4012

Dated:  June 30, 2003
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ATTACHMENT

The Coalition Of Incumbent Independent Local Exchange Carriers is comprised
of the following:

Deerfield Farmers� Telephone Company
Egyptian Telephone Cooperative Association
Hancock Telecom
Heart of Iowa Communications Cooperative
Hickory Telephone Company
Horry Telephone Cooperative, Inc.
Kingdom Telephone Company
Lincolnville Telephone Company
Loretto Telephone Company
Margaretville Telephone Company
Mid-Rivers Telephone Company
New Paris Telephone Company
Nortex Communications
North-Eastern PA Telephone Company
North Pittsburgh Telephone Company
North State Communications
Paul Bunyan Rural Telephone Cooperative
Pioneer Telephone Cooperative
Plant Telephone Company
Roanoke Telephone Company
Stayton Cooperative Telephone Company
Twin Lakes Communications
Tec Services, Inc.
Warwick Valley Company


